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DEFPARTMENT m ARNOLD SCHWARZENMESEER, DOVERNDIR

December 24, 2007

Ms. Gayle Fifield, Adminisirator il

California Department of Corrections and Rehabilitation
Regional Accounting Office, Northern Region

P.C. Box 942883

Sacramenio, CA 94283-0001

Dear Ms. Fifield:
Final Report; Ceniral Coast Regional Accounting Office—Internal Control Review

Enclosed is our final internal control report on the Central Coast Regional Accounting Office (RAQ)
as of April 5, 2007. The Department of Finance, Office of State Audits and Evaiuations (Finance),
performed this review to meet the RAC’s requirements for the Financial Integrity and Staie
Manager's Accountability Act of 1883, Government Code Seclion 13400, el seq.

The findings in our report are intended to assist the RAD management in focusing attention on
areas of risk, strengthening internal control, and improving cperations. The RAQC agreed with
our findings and we appraciate the RAO’s willingness o implement corrective action.

As required by the Financial Integrity and Staie Manager's Accountability Act of 1883,
Government Code 13400, ei. seq., please provide us with a corrective action plan within

30 days from the date of this letter. In addition, an updated correclive action plan every

8 months is required until aii of the recommendations are implemenied. Mail your correclive
action plan to:

Department of Finance
Office of State Audits and Evaluations

300 Capitol Mall, Suite 801
Sacramento, CA 95814

We appreciate the assistance and cooperation of RAG staff and management during our review.
in accordance with Finance’s policy of increased transparency, the report will be placed on our
website. If you have any questions, please contact Kimberly Tarvin, Manager, or Rich Hebert,
Supervisor, at (916) 322-2985.

Sincerely,

Original signed by:

Janet |, Rosman, Assistant Chief
Office of State Audits and Evalustions

Enciosure

cc:  On following page

SIS L STREET I SACRAMENTD CA B 58 14-37086 8 www.DOF.CA.GOV



CGC.

Mr. James E. Tilton, Secretary, California Department of Corrections and Rehabilitation

Ms. Heidi Lackner, Direcior, Division of Support Services, California Department of
Corrections and Rehabilitation

Mr. Scott Carney, Deputy Director, Fiscal Services, Californfa Department of Corrections

and Rehabilitation
Mr. Timothy Gilpin, Associate Director, Accounting Services, California Depariment of

Corrections and Rehabiliiation
Ms. Kim Holt, External Audits Manager, Office of Audits and Compliance, California

Department of Correclions and Rehabilitation
Mr. Jaime Corvera, Adminisirator ll, Ceniral Coast Regional Accounting Office, California

Department of Corrections and Rehabilitation



Pr@pam@ By:
Office of State Audits and Evaluations
Depaﬁment of Finance

075286006 April 2007
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REFACE

The California Department of Corrections and Rehabilitation (Depariment) operates all state
aduit prisons and juvenile facilities, oversees a variety of community correctional facilities, and
supervises all adult and juvenile parolees during their reentry info society. The Department’s
adult program includes 33 institutions which span the state from Pelican Bay State Prison in the
northwast corner of California to Centinela State Prison near the United States/Mexdico border.

The Depariment’'s Sacramento Headquariers and eight regional accounting offices perform the
fiscal administrative functions related to the adult institutions. Many of these accounting and
administrative functions are consclidated within the regional accounting offices, while some
functions, such as inmate trust and stores accounting, are performed at the institutions. The
Department’s fiscal administrative structure enhances its ability to provide effective fiscal
management through centralization of institutions’ accounting records, application of consistent
accounting procedures, monitoring of fiscal activity, and retention of frained and qualified staff.

The Central Coast Regional Accounting Cffice (RAQ) serves the California Men's Colony,
Avenal State Prison, Pieasant Valley State Prison, Salinas Valley State Prison, and the
Correctional Training Facility. The internal control review of the RAO was performed in
conjunction with a review of the fiscal operations at these institutions. Separate reports for the
RAC and the Institutions are being issued. The findings in this report pertain to the RAO’s
controls over the processing and preparation of instituiion fransactions and financial
statements.

State managers are required to maintain internal control over the programs they administer.
Internal control is as a process designed fo provide reasonable assurance regarding the
achievement of objectives in the following categories: {a) reliability of financial reporting,
(b) effectiveness and efficiency of operations, and (¢} compliance with applicable laws and
reguiations. This definition of internal conirol includes five interrelated components:

e Conitrof environment seis the tone of an organization and influences the control
consciousness of its staff. It is the foundation for ail other components of
internal control and provides discipline and structure.

= Risk assessment is the entity’s identification and analysis of relevant risks to the
achievement of its objectives and forms a basis for determining how risk should
be managed.

e Conirol activities are the policies and procedures that help ensure management
directives are carried out.

« nformation and communication are the identification, capture, and exchange of
information in a form and time frame that enable people to carry out their
responsibilities.




e Moniforing is the process that assesses the quality of internal conirol performance
over time,

The objective of the internal control review was o assist the Department in complying with the
Financial Infegrity and State Manager's Accountability Act of 1983, Government Code

Section 13400, et seq. Specifically, the Depariment of Finance, Office of Siate Audits and
Evaluations, assisted the Department in determining whether the RAG's: (1) assels are
safeguarded from unauthorized use or disposition, (2) financial transactions are executed in
accordance with management’s authorizations and recorded properly to permit the preparation
of reliabie financial statements, and (3) financial operations are conducted in accordance with
State Administrative Manual guidelines, certain other state laws and regulations, and the
instituticr’s and Department’s policies and procedures.

The review did not include an evaluation of the efficiency or effectiveness of the RAD’s
operations or the accomplishment of program goals or objectives.

This report is intended for the information and use of RAQ and Depariment management. iis
not intended to be and should not be used by anyone other than the specified parties.
However, this repori is a matter of public record and iis distribution is not limited.

STAFF:

Kimberly Tarvin, CPA
Manager

Rich Hebert
Brandon Munes
Supervisors

Lisa MNegri

Randy McClendon
Cindie Lor

Mary Tesema




XECUTIVE +

The review of the Central Coast Regional Accounting Cffice’s (RAQO) internal control indicated
that controls were in place and working as intended for budget, cash receipis, accounis
receivables, cash disbursements, personnel and payroll, property, financial reporting, and
contracts. Specifically, the RAQ has adeguate controls (o ensure budget fransactions are
accuraiely recorded. Cash receipts are correctly recorded and deposited. Receivables are
established for amounts due. Cash disbursemenis are made for aliowable purposes. In
addition, conirols over personnel and payroll functions are sufficient to ensure the reliability and
irfegrity of payroll data. Property is properly recorded and adequately safeguarded. Financial
reporting is accurate and coniracts are appropriately approved. However, controls could be
improved to reduce the risk of errors, ifreqularities, and maierial misstatemenis in the areas of:
information technology, purchasing, and revolving fund expenditures.

The findings in this report are based on fieldwork performed between August 28, 2006 and
April 5, 2007. The findings and observations were presented fo the related units and RAO
management throughout the fieldwork and at an exit conference heid April 5, 2007,

This review was limited to the RAO’s accounting and adminisirative funclions and did not
include the accounting and administrative functions performed at the Department of Corrections
and Rehabilitation Headquarters (Headquarters) or at the correctional instifutions. Because the
institutions are primarily responsible for inmate frust and the support warehouse actlivities, these
activities were not reviewed. Additionally, the conitracts review was limited because contracis
over $5,000 are processed by Headguarters. The review did not include an evaluation of the
efficiency or effectiveness of the Instilution’s operations, or the accomplishiment of program
goals or objeclives.

Reportable Conditions

Information Technology: The RAQ's confrols over access to the CALSTARS sysiem are not
adequate. Specifically, three emplovees have incompalible CALSTARS access resuliing in a
separation of dulies weakness. in addition, four of five daily baich reconciliations recorded in
February 2007 did not balance.

Purchasing: The RAC’s conirols are inadequate o ensure the proper recording and liguidation
of encumbrances.

Revolving Fund: The RACO’s confrols over salary advances issued from the revolving fund are
weak, resuliing in salary advances not being collected in a timely manner.

For further analysis of these weaknesses, see the Findings and Recommendations section of
this report. This report is intended to assist the RAO management in focusing on areas of risk,
and in strengthening internal conirol and improving operations.




ARMNOLD SCHWARZENEGGER, MOVERMOR
BIE L ETREST B SACRAMENTD UA B 9581487068 B www.DOF. DA GOV

Ms. Gayle Fifield, Administrator I}

California Department of Corrections and Rehabiiitation
Regional Accounting Office, Northern Region

7.0, Box 842883

Sacramento, CA 894283-0001

The Department of Finance, Office of State Audit and Evaluations, reviewed the internal control
of the Central Coast Regional Accounting Cffice (RAC) as of April 5, 2007, for conformity with
Government Code Section 13400, et seq. This review inciuded gaining an understanding of
internal control through observations and interviews, evaluating the design and operaling
gffectivenass of the internal control, and performing other procedures deemed necessary.

The RAD's management is responsibie for esiablishing and maintaining adequate internal
conirol. This responsibility, in accordance with Government Code Section 13400, et seq.,
includes documenting internal control, communicating contrel requirements to employess, and
ensuring that the internal control is functioning as prescribed. In fulfilling this responsibility,
estimates and judgmenis by management are required to assess the expecied benefits and
related costs of confrol procedures. The cbjectives of internal control are fo provide
reasonable, but not absolute, assurance of the following:

e Assels are safeguarded against loss from unauthorized use or disposition.

¢ Transactions are execuied in accordance with management’s authorization and
recorded properly ic permit the preparation of reliable financial statements.

« Financial operations are conducted in accordance with policies and procedures
esiablished in the Siate Adminisirative Manual.

Because of inherent limitations in internal control, misstatements due to error or fraud may
occur and not be detected. Also, projections of any evaluation of internal control to future
periods are subject to the risk the internal control may become inadequate because of changes
in condiiions, or that the degree of compliance with policies or procedures may deteriorate.

Based on the review of the RAQ’s internal control as of April 5, 2007, certain matters were
noted involving the internai control and ifs operation that are considered o be reporiable
conditions. Repoertable conditions involve matters relating to significant deficiencies in the
design or operation of the iniernal control over financial reporting that could adversely affect the
RAO’s ability to record, process, summarize, and report financial data consistent with the
assertions of management in the financial statements.




A material weakness is a condition that precludes the RAG's internal control from providing
reasonable assurance that material misstatements in the financial statements will be prevented
or detecied on a fimely basis. We believe that none of the reportable conditions is a material
weakness. The reporiable conditions are describad in the Findings and Recommendations
section of this repori.

This report is intended for the information and use of RAO and Department management. ltis
not intended 1o be and should not be used by anvone other than the designated parties.
However, this report is & matter of public record and is distribution is not limited.

Criginal signed by:

Janet | Rosman, Assistant Chief

Office of Siate Audits and Evaluations

(916) 322-2085

April 5, 2007




INDINGS AND [ XECOMMENDATIONS

The review of the Central Coast Regional Accounting Office’s (RAD) accounting and
adminisirafive conirols in effect as of April 5, 2007, indicates that most conirois were functioning
as intended. Specifically, no reportable conditions were identified for the budget, cash receipts,
accounts receivables, cash disbursements, personnel and payroll, property, financial reporting,
and contracis activities. However, some controls were not operating as intended, and
corrective action is needed 1o safeguard assets from loss. Left uncorrecied, these weaknesses
could increass the risk that material errors and irregularities could oocur and remain
undetecied.

information Technology

Effective intarnal control is necassary o safeguard agency information from unauthorized
acquisition, use, or disposition. The following internal control weaknesses over the RAD's
information technology were identified.

FINDING 1 inappropriate CALSTARS Access

Condition: Three staff have inappropriate access 1o the California State Accounting
and Reporting System {CALSTARS). One individual has CALSTARS
access o prepare and reconcile checks. Another individual has
CALSTARS access to input disbursements and receipts. A third
individua! has acceass to blank check siock and inputs disbursements. As
a result, a risk exisis that errors or misappropriation of assels could occour
and remain undelecied.

Criteria; State Administrative Manual (SAM), Section 80806.1, states that agencies
with automated accounting systems should ensure appropriate
separation of duties by not assigning staff to perform more than one of
the following duties:

Input disbursement information
Control blank check stock
input receipt information
Perform reconciliations

® 8 & &

Recommendation:  Change the CALSTARS access designations to ensure that staff do not
have access to incompatible functions.




FINDING 2

Condition:

Criteria;

Recommendation:

Purchasing

Daily Batch Reconcliiations Out of Balance

Of the 5 reviewed daily batch reconciliations prepared belween

February 20 and February 28, 2007, 4 (80 percent} did not balance.
inaccurate or incomplete batch reconciliations cause improper posting of
transactions to CALSTARS which may result in inaccuraie financial
statements.

CALSTARS Procedures Manual, Chapter 18, pages 1 and 2, state that
daily system reconciliation is necessary {o ensure that all financial
transactions and error corrections are successfully processed through the
system. Dally batch reconciliation includes comparing total transactions
submitted fo the fotal of transactions processed. Any differences must be
investigated and correcied so that the accounts remain in balance.

Provide training to staff io ensure that the daily baich reconciliations are
compieted proparly and any differences are investigated and correcied

promptly.

Effactive internal control over purchasing is necessary to ensure that the RAO acquires only
those goods and services that are authorized and necessary for effective operations. The
following internal control weakness over the RAQ's purchasing was identified.

FINDING 3

Condition:

Criteria:

Recommendation:

Inaccurate Purchase Estimate Encumbrances

Of 7 purchase estimales reviswed, 6 (76 percent) were inaccuraie as
follows:

e Encumbrancs balances for 3 purchase estimates were not reduced
by subsequent pavmenis.

e Anencumbrance was not recorded for 2 purchase esiimates.,

=« The supporting documnentation could not be localed for 1 purchase
gstimate that was encumbered.

Failure 1o accurately record encumbrances and their liquidations may lead
1o misstatements in the financial statements.

SAM, Section 10808, requires that the accounting office record purchase
estimates as encumbrances. As payments are made against ouistanding
purchase orders, encumbrance balances should be corraspondingly
reduced.

Provide fraining to staff to ensure that encumbrances and fiquidations are
accuraiely recorded.




Revolving Fund

Effective internal control over the revolving fund is necessary o ensure that the RAOC
safeguards monies administered through this funding mechanism. The following internai
control weakness over the RACs revolving fund was identified.

FINDING 4

Condition;

Criteria:

Recommendation:

Salary Advances Not Collected Timely

The collection procedures and efforts to collect salary advances are
inadequate. Of $102,009 reviewed salary advances ouistanding over
60 days, $50,503 remains uncollected and requires further collection
activities. These salary advances were established between

January 2003 and November 2008, Faziling to collect salary advances in
a timely manner increases the risk that the amounts will not be collectad
and state funds will remain unavailable for other uses.

SAM, Section 8776.6, allows for collections from current employees to be
made by installment through payroll deduction if the employee does not
agree {o repay the amount owed in a lump sum or does not respond o a
written notification within the designated time period.

SAM, Section 8776.7, provides guidelines for collection procedurss io
ensure prompt collection of accounts receivable from former state
employees. Furthermore, if all reasonabie collection procedures do not
result in repayment, agencies should request discharge of accountability
for uncollectivle amounis owed.

Apply collection procedures promptly and systematically to recover
overdue salary advances.







STATE OF CALIFORHIA ~ DEPARTRMENT OF CORBECTIONS AND REHARILITATION ARMNOLD SCHWARZENEGGER, GOVERNOR

ACCOUNTING SERVICES
P.O. Box 187019
Sacraments, CA 95818-7019

Ms, Diana L. Ducay, Chief

Office of State Audits and Evaluations
California Department of Finance

300 Capitol Mall, Suite 801
Sacramento, California 95814

Dear Ms. Ducay:

Enclosed are the responses fo the draft internal control report on the Central Coast
Regional Office (RAO) as of April 5 2007, We appreciate your siafl assistance in

it an mualiatiag the i comtrals of the AL e tive oF
eviewing and ecvaluating the internal o siirol fihe RAD hisctive of the

! :
Department of Corrections and Rehabili &i on (CDCR) is to comply with th
ority and State Manager’s Account ihility Act of 1983 Government Code Section
~ommendaiions will assist the RAG management i1
cenirols and mproving

& Financial

niegrity
3400, et seq. Your findings and r
focusing on areas ol risk, and in strengthening  internal
operations.

The findings outlined in the report have been correcied as noted i the attached
rc@pm%cg If vou have any questions regarding this matter, please contact Jaime Corvera

(805) 237-4775.
Smcerely,

Original signed by:

TIMOTHY GILPIN
Associate Director

Accounting Services

co: Scoft R Carney, Deputy Director, Office of Fiscal Services
Gayle Fifield, Accounting Administrator I, Accounting Region Morth
Annemarie Reno, Accounting Administrator Hi, Accounting Region South
Jaima Corvera, Accounting Administrator I, Central Coast RAO
Edna Murphy, Accounting Administrator |I, Accounting Standards Branch



Department of Finance Audit
Regienal Accounting Office —Central Coast
Diraflt Andit Report — April 2007
Respouses
Findings and Respon

Information Technology

Effective internal control is necessary to safeguard agency information from unauthorized acquisition

use, or disposition.
technology were

FINDING I

Condition:

Recommendation:

Response:

FINDING 2

Condition:

Recommendation:

Response:

The following internal control weaknesses over the RAQ s information

identified.

Inapprepriate CALSTARS Access

Three staff have inappropriate access to the California State Accounting and
Reporting System (CALSTARS).  One individual h(u CALSTARS access to
prepare and recorcile checks.  Another individual has CALSTARS access 10
input disbursements and receipts. A third individual has access to blank check
stock and inputs dishursements.  As a resull, a risk exists that errors or
misappropriation of assets could oceur and remain undetected.

Change the CALSTARS access designations to ensure that staff do not have

access to incompatible functions.

We agree and have taken steps to resolve this issue. The person that reconcile
checks no longer has CALSTARS access to prepare checks.  This was an

ight where access was given during the ereation of new organizations, but

the person reconciling the checks never actually prepared checks.
1 having access to input disbursements and

OVErS

Access was corrected for the perso
receints. This access was establish t,d to provi ide back up during absences ol the
check writer,
writer does not input receipls.

In accordance with separation of duties, the acw back-up

The person inputting disbursements no longer has access to blank checks.

Daily Bateh Reconciliation Gut of Balance

Four of 5 reviewed daily batch reconciliations prepared between February 20 and
February 26, 2007 (80 percent) did not balance. Inaccurate or incomplete batch
reconciliation causes improper posting of transactions to CALSTARS which may
result in inaccurate financial statements.

Provide training to staff to ensure that the daily batch reconcihiations are
completed properly and any differences are investigated and corrected promptly.
We agree and have taken steps to resolve this issue. The person that puionmd
signment. Since thes

el

the daily batch reconciliation in b Tebruary was new to the ass

this person has been properly trained and the supervisor performs memhiy

random audits of the daily batch reconciliation to ensure correciness.



Department of Finance Awdii
Resional Accounting Uffice —éﬁ’mm‘tm Coast
Draft Audit Report — April 2007
Ewsg}mig@,,
Findings and Responses

&

Purchasing

Effective internal control over purchasing is ne
goods and services that are authorized and necessary for effective operations
control weakness over the RAO's ;’)urchasiﬂb was identified.

essary to ensure that the RAG auqm;w only those
The following internal

FENDING 3 Inaccurate Purchasing Estimate Encumbrances
Condition: Of 7 purchase estimates reviewed, 6 {76 percent) were maccurate as follows:
e FEncumbrance balances for 3 purchase cstimates were not reduced by
subsequent payments.
s An encumbrance was not recorded for 2 purchase estimates.
s The supporting documentation could not be located for 1 purchase estimate

that was encumbered,

Failure to accurately record encumbrances and their liquidations may lead to
misstatements in the financial statements.

Recommendation:  Provide training to stail to
accurately recorded.

Responge: We agree and have taken steps to resolve this 1ssue. In 1 December of 2000, this
office lost the 15 and 2™ level supervisor from payables as well as six accounting
staff also from payables. Most of the vacancies were filled by mid February
2007, and everyone was in a learning stage during the audit The
payables/encumbering unit is currently staffed and properly trained. The review
of each encumbered purchase order is taking place on a regular basis. The [Mline
supervisor performs weekly audits of staff bins and payment logs to ensurc that

staff is following proper procedures.

Revolving Fund
Eifective internal control over
monies administered through this funding mechanism, The fo

the RAQs revolving fund was identified.

the revolving fund is necessary to ensure that the RAG safeguards
Howing internal control weakness over

FINDING 4 Salary Advances Not Collected Timely

The collection procedures and efforts to collect salary advances are madequate.
OF $102.009 reviewed salary advances outstanding over 60 days, 550,503
remaing uncollected and requires further collection activities.  These salar
advances were established between January 2003 and November 2006, Failing to

collect salary advances in a timely manner increases the risk that the amounts wili
not be collected and state funds will remain unavailable for other uses.

Condition:

<



Recomme

srdanon:

Apply collection procedures promptly and systematically

Department of Finance Audit
Regional Accounting Office —Central Coast
Draft Audit Report — April 2007
Hesponses
to recover overdue
salary advances.

agree and have taken steps to resolve this issue. Cwrrently the RAO has
that are for separated

these

We
$121,915 of outstanding salary advances over 126G days
The RAO uses a collection agency to locate and collect for it

emp 10&@%.
to ensure that the

accounts receivables.  Procedures have been strengthening
institutions do not release final payr ments Lo separ ating emplovees unless the RAO
provides clearance that no outstanding reciev ab 25 exist.

The current outstanding salary advances over 60 days and less then 120 days is
$17.996. These are for current emplovees and we are working very close with the

institutions not to have any salary advances over 60 days.

iGC



